CAPITAL PROJECTSAND BOND OVERSIGHT COMMITTEE
Minutes

January 15, 2008

The Capital Projects and Bond Oversight Committe¢ om Tuesday, January 15, 2008,
at 12:30 PM, in Room 169 of the Capitol Annex. Sen&lizabeth Tori, Chair, called the
meeting to order, and the secretary called the roll

Present were:

Members:Senator Elizabeth Tori, Co-Chair; Senators TomoBWlif Jerry Rhoads, and
Dan Seum; and Representatives Robert Damron, Skwey, and Jim Wayne.

Guests testifying before the Committe®epresentative Reginald Meeks; Senator Jack
Westwood; Jim Abbott and Nancy Brownlee, Financg Administration Cabinet; John Hicks,
Governor's Office for Policy and Management; Johohhlson, Kentucky Horse Park; Major
Wayne Mayfield, Kentucky State Police; Sandy Witisy, Kentucky Infrastructure Authority;
Jim Ackinson, Kentucky Higher Education Student L&@orporation; Tom Howard and Terri
Fugate, Office of Financial Management; and RickMady, Kentucky Housing Corporation.

LRC Staff: Nancy Osborne, Shawn Bowen, Pat Ingram, Kristip€uper, and Lesa
Prewitt.

Senator Tori asked Nancy Osborne, Committee StafiniAistrator, to review the
correspondence and information items. The firshit# correspondence was the quarterly status
reports from the Finance and Administration Cabared the universities that manage their own
capital construction programs, Murray State UniigrsNorthern Kentucky University,
University of Kentucky, University of Louisville,nal Western Kentucky University. Some
significant changes since the October 2007 subamssinclude project completions for the
General Burnside golf course, the Lincoln Homestelldrdecai Lincoln project, the East Wing
/ Hall Renovation project at the Kentucky Fair aBoposition Center, the Owensboro
Technology Center on the main campus at Owensbanmn@nity and Technical College
(Kentucky Community and Technical College Systear)d the Renovate Molecular Biology
Student Lab project at Morehead State Universttyvds noted that work on the Murray State
University New Science Complex Phase Il projectiiesn suspended due to funding limits, and
the UK Equine Isolation Facility is in constructiaith a completion date of May 2008.

The second item of correspondence was the quarstgyis report on court facility
projects submitted by the Administrative Officetbe Courts (AOC). Since the October 2007
submission, four additional court projects are amstruction in the counties of Grant, Adair,
Jackson, and Pendleton. The third item was a spiheatl reporting allocations from the
Postsecondary Education Major Item of Equipment| Paiothe period ending December 30,
2007.



Correspondence was submitted from the DepartmenEdication in response to
guestions raised at the Committee's December 20¥&timg relating to the oversight of local
school facility construction projects. The corresgence notes that the Department of
Education's Division of Facilities Management ispensible for oversight of local school
construction projects. School districts base timgiilal cost estimates on a formula that is applied
statewide. To more accurately reflect the cost @fv rconstruction projects, revisions of the
administrative regulations relating to the formalie underway to increase cost estimates by
about 30%.

The final item of correspondence was from the Getbfor Economic Development,
Department of Commercialization and Innovation,oréipg an allocation of up to $500,000
from the New Economy High-Tech Construction/InvesttnPool for Expungement Assistance
Services, Inc. This grant is from the 2004-06 baudgehorization which will have a balance of
$1.7 million if this grant is approved. The 20064&lget provided an additional $20 million for
the New Economy pool.

Ms. Osborne then briefly reviewed various items¢he monthly Staff Update including
Governor Beshear's budget reduction order anddbkeuttion of the Carlisle County courthouse
in Bardwell by fire.

Senator Seum asked if the Carlisle County courthowes covered by insurance. Senator
Buford said he thought there was some insurancerage but not enough.

Representative Wayne asked what the standards feermsuring public buildings.
Senator Buford said no standards exist for counititi@s, which are owned by the county, and
that it was up to the county government to provigeurance. He said the Carlisle County
courthouse did not have a "replacement value" arste policy.

Representative Wayne said this raises some venpuserquestions. He said the
Commonwealth, at the taxpayer's expense, is fingncourt facilities that are not properly
insured. Senator Buford said this would be a qgaedtiie Administrative Office of the Courts
(AOC) would need to address.

Representative Damron said underinsured publicdimgs is a bigger issue than just
county government buildings. It applies to all pamf government, including schools,
universities, and the state.

Senator Tori said this issue should be reviewedasheéd the Committee staff to contact
AOC and the appropriate state agencies regardsugance of their facilities.

Senator Buford said he agreed with Representati@mrDn that this is an issue the
Committee needs to address. Senator Tori saidhvidmssan issue not only at the state level but at
the local level as well.



Ms. Osborne said members' folders also includest @fl proposed legislation relating to
the jurisdiction of the Capital Projects and Bonde@ight Committee, and the updated debt
issuance calendar.

Noting that a quorum was now present, Senator dsked the secretary to call the roll.
Representative Damron made a motion to approventimeites of the December 18, 2007,
meeting. The motion was seconded by Senator Sedrafroved by voice vote.

Senator Tori invited Senator Jack Westwood and ésgmtative Reginald Meeks, Co-
Chairs of the Capital Planning Advisory Board (CBABy present the Board's 2008-2014
Statewide Capital Improvements Plan (Plan) to tbm@ittee.

Representative Meeks said a copy of the Plan wigedsd to each member’s office in
mid-November. He briefly gave the Committee an wvwav of the capital planning process,
saying the actual development of the statewidetalaplan occurs during a six-month time
period beginning with the agency plan submissionmid-April and concludes with the Board
giving final approval to the statewide plan in |&etober.

Representative Meeks said the agency plans sulmitteCPAB include the same
projects that are later submitted through the budgguest process for authorization by the
General Assembly in the biennial budget. He sam@tlyel,700 projects were submitted by the
agencies of all three branches of government ®R2008-2014 six-year planning period, and the
total estimated cost of the projects — from alldwources — was over $17 billion. Two-thirds of
this amount ($11 billion) represents projects sutmdi by the postsecondary education
institutions.

Senator Westwood said adequately maintaining exjsfacilities continues to be the
major focus of the Board. The 2008-2014 Plan oedlifour policy recommendations to address
facilities maintenance. Other policy recommendatioapproved by the Board reiterate
recommendations made in prior plans. Project recengations in the Plan focus on projects
that would be financed from the state General Fugither cash or debt. The Board recommends
that funds be appropriated such that the threewitd¢ funds, Emergency, Contingency, and
Statewide Deferred Maintenance, each have a $li@mbalance to start each fiscal year. Also
recommended is that maintenance pool appropriatamnall agencies be significantly increased
in the 2008-10 biennium and that funds be provifiedequipment and information technology
(IT) systems maintenance pools.

Senator Westwood said the Board recommends thogecgs to facilitate implementation
of the long-range plan for housing state agencidsankfort and the Capitol renovation project.
Multiple projects in each of three major categohase been recommended as well: 18 specific
maintenance or renovation projects; 13 IT projeatst 19 new construction projects. He said the
projects are listed in alphabetical order - pripeitl rankings were not assigned.

Senator Tori thanked Representative Meeks, SeNdéstwood, and Pat Ingram, CPAB
Staff Administrator, for their hard work. She asked $10 million balance was normal for the
Emergency, Contingency and Deferred MaintenancelsSuiMs. Ingram said at this time the



balances were at a historical low and the recomat#od was to adequately replenish these
funds.

In response to a question from Senator Tori, Jolcks;l Deputy Budget Director,
Governor's Office for Policy and Management (GOP$&jd the Emergency Fund had a balance
of $2.3 million, the Contingency Fund was at ab$at5 million, and the Statewide Deferred
Maintenance Account had a zero balance. He saidondbng ago, the year end balances were
in the double-digit millions, especially the Comtegmcy Fund. The average has been just under
$8 million over a 12-year period.

Senator Tori said the reason she asked these aquestias because a budget would be
prepared and it was important for the members tamkthe balances and what is recommended
as a needed balance.

Jim Abbott, Commissioner, Department for Faciliteasd Support Services, and Mr.
Hicks came to the table to present the monthlygmtojeport submitted by the Finance and
Administration Cabinet. Mr. Hicks first reported allocation in the amount of $786,000 from
the Emergency Repair, Maintenance and Replacemeobuht to relocate executive branch
agencies from the Capitol Annex to space in theesteyned Bush Building, Hoge House, and
Capital Plaza Fountain Place. The funds will alsoused to reconfigure space in the Capitol
Annex for its future use by the Cabinet offices tleanain.

Mr. Hicks said House Bill 267, the 2004-06 budgktected that additional space in the
Capitol Annex be made available to the legislabvanch. He said the Secretary of the Finance
Cabinet determined that no other source of funduag available for this initiative and the
project is eligible for Emergency Account fundifigno other funding source is available.

Senator Tori asked Mr. Hicks to provide the Comesita final accounting of the project
when it was complete. Mr. Hicks said he would doasol added that the project will not be
completed until April 2008. To date, $511,000 hasrb spent. No action was required by the
Committee.

Mr. Hicks invited John Nicholson, Executive Diregt&entucky Horse Park (KHP), to
the table to discuss an unbudgeted project at KHie. project entails construction of a new
museum gallery dedicated to the history of the éamghe far east. The scope is $7,000,000 and
is 100% privately funded from the Arabian Horseskru

Mr. Hicks said the project will be a two-story lliilg with 8,700 square feet and located
next to the current International Museum of thed¢oiThe Arabian Horse Trust is controlled by
the Purebred Arabian Trust organization and isaitable nonprofit corporation that exists for
the purpose of promoting and fostering the presienvaand use of the purebred Arabian horse.
This private entity will construct and furnish thailding and provide an endowment to finance
the exhibits, artifacts, and programs. Mr. Hickeldhe endowment will also be used for costs
associated with maintaining the museum. The stalteown the facility and furnishings, and
KHP will be responsible for operating and maintagnthe museum.



Senator Tori asked why the state is not managiegémstruction of the building since it
was located on state property. Mr. Hicks said & &ate project on state land and it will be ® th
benefit to the state and the donors, the Purebrabidan Trust. He said the Trust has agreed to
abide by all state procurement and prevailing wage. For the construction of the building, the
Trust had indicated that maintaining control of ffrecurement of the construction would aid
their fund-raising for the project.

Mr. Nicholson said the Kentucky Horse Park has yayocreating partnerships and
relationships with horse enthusiasts and horsenagions throughout the United States and the
world. KHP is pleased that the donors to this mof@ve confidence in the Arabian Horse Trust,
and they want to see the promotion of the oldesedbrof horses in the world at KHP. Mr.
Nicholson said by enhancing the attractions atpdwé and making them more compelling and
historically relevant, more revenue will be genedatHe said KHP is especially interested in
doing this as the 2010 World Equestrian Games theay.

Senator Tori said it was very important for the Quaittee to know that the construction
of the project will abide by all state regulations.

Senator Buford made a motion to approve the projElsé motion was seconded by
Senator Rhoads and approved by unanimous rolvosdl

Senator Tori next asked Nancy Brownlee, Directolyidibn of Real Properties, to
discuss an emergency lease report and five leasifications. Ms. Brownlee first reported a
temporary emergency lease (PR-3887) for the Kengt&thte Police (KSP) in London. She said
Real Properties was requested to advertise a prtojesecure approximately 10,000 SF of office
and expanded lab space.

Ms. Brownlee said the request was intended to ceplle existing lease which expired
June 30, 2007. Site evaluations were completed étoli@r and November 2005, and the
planning and specification process for the expardedpace took the better part of 2006 due to
lab space design being more complicated than oéfieee design.

In 2007, after the final proposals were receiveellRProperties was advised by KSP that
sufficient funding was not available to support tequested lab expansion and it would seek
funding for the expanded lab in the 2008 sessiamweéver, lab case loads dictated that the
existing lab continue operating until such timettaalecision was made on funding and a new
project completed. The existing lease was due fmrexJune 30, 2007, and the lessor was
unwilling to renew the lease under the same ternt @nditions. Real Properties tried to
negotiate for lower rates, but those negotiatioasavwunsuccessful.

Ms. Brownlee said the temporary lease renewal weasngd to be an emergency because
it was not cost effective to follow the usual preg@nd advertise for replacement space that does
not meet the current needs of the agency. Alswpiild not be appropriate for a new lessor to
incur significant lab fit-up cost for replacemepase that could shortly thereafter be subjected to
the risk of relocation by KSP if the expanded labjgct is funded. KSP advised that the
consideration of a temporary relocation or transfgpending cases to another lab facility would



cause the agency to incur significant costs andiplesloss or reduction of agency services. No
action was required by the Committee.

Representative Wayne asked why the lab construptioject was given a low priority in
the Justice Cabinet's Six-Year Capital Plan. (Gatlriority 36 of 42 projects submitted by the
Justice and Public Safety Cabinet.) Major Wayne fid&y, Commander for Forensic Sciences,
KSP, said the state police has a number of othedsthat take precedence.

Representative Wayne said he occasionally hearK®R does not have enough trained
officers and proper facilities. He then asked drthhas ever been a blue ribbon task force that
developed a comprehensive look at the operatiogedis of KSP and communicated those needs
to the General Assembly. Major Mayfield said therent KSP commissioner and the past KSP
commissioners have solicited input from the commstadf to develop the agency needs. These
needs are communicated to the Justice Cabinet,hwifien sets the priorities. He said as
manager of the KSP lab system, which consistsxofasioratories and 135 employees statewide,
he identified a need for over $8 million for 20081D in the agency's six-year capital plan.

In response to another question from Representitiagne, Major Mayfield said there
were a number of projects KSP has tried unsucdéssbget funding for in the past.

Senator Seum said that prosecutors have told hamnttiey are having problems getting
their cases in due to the backlog of uncompletbddark. Major Mayfield said KSP has several
analytical disciplines and some of the disciplir@s;h as DNA, have a tremendous backlog that
continues to grow. Currently, there is a four t sionth backlog in DNA cases. Each month
KSP continues to receive more DNA analysis requésts it can perform.

Major Mayfield said the primary reason KSP initchtinis lease request in 2004 was to
get the entire lab system accredited. This wagaifgiant project for KSP, and in 2005, KSP
was able to get three of the six labs accreditéthiding accreditation for the London lab is one
of the two primary pushes behind this project. ©hieer reason is this small lab space does not
meet their needs in terms of personnel and théyatunlget the work completed quickly. In terms
of the DNA backlog, this lease renewal has no éfféo action was required from the
Committee.

Ms. Brownlee then reported five lease modificatidfsur of the modifications converted
smoking rooms to office space in Cabinet for Healtid Family Services (CHFS) offices in
Anderson, Fayette, Franklin, and Warren Countiese Temaining modification was for
structural renovations to create two additionalvgie offices for the Department of Public
Advocacy in Franklin County. Lease modificationdexs than $50,000 are to be reported to the
Committee, and no further action was required.

Senator Tori next welcomed Sandy Williams, Finah8isalyst, Kentucky Infrastructure
Authority (KIA). Ms. Williams presented various dfabacco development grants that were
funded through line item appropriations from then&al Assembly in the 2004-06 and 2006-08
budgets.



The next report was provided by Tom Howard, Exeeubirector, Office of Financial
Management (OFM), and Terri Fugate, Deputy Exeeubuector, OFM. Mr. Howard said there
were three new debt issues to be presented. Biaetém was a new bond issue for the Kentucky
Higher Education Student Loan Corporation (KHESISBydent Loan Revenue and Refunding
Bonds (2004 Trust Restructuring), $1,345,396,426c&eds from this issue will provide money
to originate Federal Family Education Loan Progrstmdent loans and redeem and refund
existing senior taxable and tax-exempt auction tadeds. Jim Ackinson, Chief Operating
Officer, KHESLC, was invited to the table to dissuke bond issue.

Mr. Ackinson said this was the largest bond tratisadgn the history of the organization.
He referred to an executive summary in memberdéfs| and said KHESLC issues variable rate
bonds in order to fund student loans. The execuiv@mary also describes the events of the
past year as related to the liquidity crunch in ¢hagital markets. He explained that problems
with sub-prime mortgages have affected other tygfemsset-backed securities, including bonds
backed by student loans.

Mr. Ackinson explained that the majority of KHESks@utstanding debt is in the form of
auction rate securities. There have been persigtebtems with the auction mechanism for this
form of debt since mid-August, which has increasetESLC's borrowing costs.

Mr. Ackinson said that by converting its debt torighle rate demand obligations
(VRDOSs), KHESLC can eliminate some of the risk tttegre will be a mismatch between the
rates the corporation pays on its debt and the patgrit receives from the federal government.
He said VRDOs have not been affected by the cradibch in the same way auction rate
securities have been impacted. KHESLC would effetti be able to return to the same
borrowing levels that it has enjoyed in the past.

Mr. Ackinson said KHESLC would have to incur theigas transaction costs associated
with this transaction. Through this process, KHESk@uId also like to take the opportunity to
diversify the broker/dealers involved. PrincipallyBS is KHESLC's broker/dealer on auction
rate securities, and KHESLC proposes to bring ireobroker/dealers as remarketing agents. He
said this is appropriate as this is a large trar@acand it is highly unlikely that one firm witle
able to provide a liquidity facility, in the formf @ stand-by bond purchase agreement, for the
entire transaction. Mr. Ackinson said KHESLC issubé Request for Proposals for Bond
Purchase Agreements December 14 with responsesidea days. He said there may not be
enough interest, because of liquidity problemshm market, for the agency to refund this much
outstanding debt.

To summarize, he said KHESLC currently has outstandiebt of $2.2 billion. The
proposed new bond issue would refund approximdtalf/that amount and provide new money
to continue student loan originations.

Senator Tori said this was a complicated procedsgaren the market today, this was a
smart move. Representative Wayne made a motiopgmee the bond issue. The motion was
seconded by Senator Buford and approved by unasimmiucall vote.



Ms. Fugate presented the next bond issue for thmeu€ky Housing Corporation (KHC)
Multifamily Housing Revenue Bonds, Series 2008 (ARroperties Projects), $4,455,000. The
proceeds from this issue will provide conduit fineng for the acquisition and rehabilitation of
low-income multifamily housing in Georgetown, Startf, and Munfordville.

Representative Wayne made a motion to approve tmel lissue. The motion was
seconded by Representative Rudy and approved bymaas roll call vote.

The last bond issue Ms. Fugate reported was KHCd@orMultifamily Mortgage
Revenue Bonds, Series 2007 (Overlook Terraces &®)ypj©10,000,000. Ms. Fugate said the
proceeds from this issue will finance the constamcbf 144 units of low-income multifamily
housing located on Glimmer Way in Louisville.

Representative Wayne said according to guidelithes|ocal people need to be notified
including legislators and mayors. He asked if ttasl been done. Rick McQuady, Interim Chief
Financial Officer, KHC, responded affirmatively.

Senator Seum said he had talked with the develdpey did contact the neighborhood
organization that would be affected, and no oneeabg. He noted his concerns had been
addressed.

Senator Buford made a motion to approve the basukisThe motion was seconded by
Representative Rudy and approved by unanimousabliote.

Ms. Fugate then presented a follow-up report f@reviously approved bond issue for
Kentucky Economic Development Finance Authority () Adjustable Rate Industrial
Building Revenue Bonds, Series 2007 (Goodwill Indes of Kentucky, Inc.) for $10,000,000.
This bond issue was approved at a previous Conmemtieting, and no action was required.

Ms. Fugate presented one new school bond issue Sakiool Facilities Construction
Commission debt service participation for Oldhanuity.

Representative Wayne made a motion to approvectih@osbond issue. The motion was
seconded by Senator Rhoads and approved by unasmimibaall vote.

Next Ms. Osborne reported that there were threalliodunded school bond issues
submitted to the Committee for review this monthn €@rayson County, Scott County, and
Woodford County. She said all disclosure informatias been filed, and no further action on
the bond issues was required.

Ms. Osborne noted the Committee's next meetingntatively scheduled for February
19, 2008, in the Capitol Annex building. With thdseing no further business, a motion was
made and seconded to adjourn the meeting. Themgeadjourned at 1:30 p.m.



